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Hindalco Industries

Misses estimates; Higher LME and lower costs to make-up in H2

Hindalco (HNDL) reported Q2FY17 earnings below our estimates due to higher than
expected costs in Aluminium (Al) business and lower by-product realisations in
Copper (Cu) business. Costs were higher in Al biz due to fall in grade of coal
supplied by Coal India (attributed to heavy monsoons) and higher Alumina cost
sourced from Utkal Alumina. We keep our estimates unchanged as strong
availability of domestic coal, stable prices of crude derivatives and full stabilisation
of new smelters would keep costs low. Low capex requirement, focus on margin
reach downstream product portfolio and Improved outlook on Novelis operations
with swift transition to high margin Auto segment keeps outlook on strong footing.
We maintain Accumulate rating with TP of Rs180, EV/EBITDA of 6.5x FY18E.
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B Earnings hit primarily due to abnormal seasonal factors: Al sales vol came
higher than est. at 320kt (110% QoQ/1M16% YoY v/s PLe: 310kt). Cu sales vol
were tad below our est. at 102kt (T63% QoQ/\,2% YoY v/s PLe: 105kt). Al
EBITDA fell 7% QoQ (1192% YoY) at Rs8.1bn (PLe:Rs9.7bn) on account of higher
energy costs and higher share of exports (has lower margins v/s domestic). Cu
EBITDA rose 38% QoQ (flat YoY) at Rs3.7bn (PLe:Rs4.4bn) as prior quarter was
impacted due to planned shutdown. Led by strong earnings in Al, EBITDA rose
88% YoY at Rsll.6bn (PLe: Rs14.1bn). Aided by higher than expected other
income, Adj. PAT rose 29% QoQ (2x YoY) to Rs3.8bn (PLe:Rs4.2bn).

B Key highlights of Con-call: 1) Hopeful that restriction in form of MIP or Anti-
dumping duty on imports would be imposed before budget 2) Focused on B/S
deleveraging wit targeted Net debt/EBITDA at 4x/3x by FY18E/FY19E 3) Given
the debt reduction being a top priority, capex in next couple of years would be
towards less capex intensive downstream capacity addition 4) Reiterated capex
guidance of Rs10bn/year for next couple of years 5) The mix between source of
coal between linkage/E-auction/imports stands at 60%:35%:5%) 6) Repaid debt
of Rs8.7bn in H1 7) Net Debt (standalone+Utkal) stands at Rs19.2bn.

Key financials (Y/e March) 2015 2016 2017E 2018E
Revenues (Rs m) 1,042,811 1,000,538 1,047,110 1,100,522

Growth (%) 18.9 (4.1) 4.7 5.1
EBITDA (Rs m) 89,446 87,240 131,467 136,298
PAT (Rs m) 13,323 1,296 40,819 45,953
EPS (Rs) 6.5 0.6 19.8 22.3

Growth (%) (46.6) (90.3) 3,050.5 12.6
Net DPS (Rs) 1.0 1.0 1.2 1.5
Profitability & Valuation 2015 2016 2017E 2018E
EBITDA margin (%) 8.6 8.7 12.6 12.4
ROE (%) 3.4 0.3 10.1 104
RoCE (%) 3.3 3.0 6.6 6.8
EV / sales (x) 0.9 1.0 0.9 0.9
EV / EBITDA (x) 11.0 11.3 7.5 7.0
PE (x) 26.7 274.7 8.7 7.7
P/BV(x) 0.9 0.9 0.8 0.8
Net dividend yield (%) 0.6 0.6 0.7 0.9

Source: Company Data; PL Research

Prabhudas Lilladher Pvt. Ltd. and/or its associates (the 'Firm') does and/or seeks to do business with companies covered in its research reports. As a result investors should be aware that
the Firm may have a conflict of interest that could affect the objectivity of the report. Investors should consider this report as only a single factor in making their investment decision.

Please refer to important disclosures and disclaimers at the end of the report
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Exhibit 1: Q2FY17 Result Overview (Rs m)

Y/e March Q2FY17 Q2FY16 YoY gr. (%) Q1FY17 H1FY17 H1FY16 YoY gr. (%)

Net Sales 90,123 89,149 1.1 75,847 165,970 174,901 (5.1)

Raw Material 48,073 53,010 (9.3) 36,381 84,454 101,898 (17.1)
% of Net Sales 53.3 59.5 48.0 50.9 58.3

Staff Costs 4,815 4,441 8.4 4,077 8,892 8,226 8.1
% of Net Sales 53 5.0 54 5.4 4.7

Power & Fuel 14,823 16,821 (11.9) 14,849 29,671 33,263 (10.8)
% of Net Sales 16.4 18.9 19.6 17.9 19.0

Other Expenses 10,848 8,731 24.2 9,294 20,142 16,685 20.7
% of Net Sales 12.0 9.8 12.3 12.1 9.5

Total Expenditure 78,559 83,003 (5.4) 64,600 143,159 160,071 (10.6)

EBITDA 11,564 6,146 88.2 11,247 22,811 14,830 53.8
Margin (%) 12.8 6.9 14.8 13.7 8.5

Depreciation 3,516 2,988 17.7 3,382 6,898 6,295 9.6

Other income 3,364 4,597 (26.8) 2,262 5,626 5,960 (5.6)

EBIT 11,412 7,755 47.2 10,127 21,539 14,494 48.6

Interest 5,943 6,275 (5.3) 5,996 11,938 12,314 (3.1)

PBT 5,469 1,480 269.6 4,131 9,600 2,180 340.4

Extraordinary income/(expense) 849 - - 849 -

PBT (After EO) 6,318 1,480 326.9 4,131 10,449 2,180 379.3

Tax 1,929 243 694.6 1,189 3,117 329 847.8
% PBT 30.5 16.4 28.8 29.8 15.1

Reported PAT 4,389 1,237 254.8 2,943 7,332 1,851 296.1

Adjusted PAT 3,800 1,237 207.1 2,943 6,736 1,851 263.9

Source: Company Data, PL Research
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Exhibit 2: Operating Metrics

Y/e March Q2FY17 Q2FY16 YoY gr. (%) Q1FY17 H1FY17 H1FY16 YoY gr. (%)
LME Aluminum average (USS) 1,618 1,595 1.5 1,572 1,595 1,681 (5.1)
LME Copper average (USS) 4,775 5,274 (9.5) 4,736 4,756 5,660 (16.0)
Rs/USS 67.0 64.9 3.2 66.9 67.0 64.2 4.3

Production (tonnes)
Aluminiujm 321,000 269,000 19.3 308,000 629,000 533,000 18.0
Copper 106,000 100,000 6.0 65,000 171,000 202,000 (15.3)

Segment-wise break-up

Revenue (Rs m)

Aluminum 49,302 44,961 9.7 45,906 95,208 84,617 12.5
Copper 46,348 50,706 (8.6) 35,710 82,058 96,847 (15.3)
EBIT (Rs m)

Aluminum 8,076 2,767 191.9 8,711 16,787 8,263 103.2
Copper 3,659 3,662 (0.1) 2,643 6,302 7,641 (17.5)

Source: Company Data, PL Research
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Income Statement (Rs m)

Hindalco Industries

Balance Sheet Abstract (Rs m)

Y/e March 2015 2016 2017E 2018E Y/e March 2015 2016 2017E 2018E

Net Revenue 1,042,811 1,000,538 1,047,110 1,100,522 Shareholder's Funds 383,285 384,138 422,082 464,441

Raw Material Expenses 651,631 598,935 635,163 668,863 Total Debt 684,050 674,513 676,684 641,231

Gross Profit 391,180 401,603 411,947 431,659 Other Liabilities 57,193 45,168 44,253 44,143

Employee Cost 79,912 81,381 76,750 80,822 Total Liabilities 1,124,528 1,103,819 1,143,019 1,149,814

Other Expenses 221,822 232,982 203,729 214,538 Net Fixed Assets 734,966 850,942 731,712 719,233

EBITDA 89,446 87,240 131,467 136,298 Goodwill 131,602 139,852 139,852 139,852

Depr. & Amortization 35,906 41,961 47,207 48,821 Investments 123,463 143,239 145,023 146,842

Net Interest 41,784 50,467 47,999 44,237 Net Current Assets 120,567 93,640 110,434 127,889

Other Income (8,354) 8,842 15,056 15,487 Cash & Equivalents 53,090 43,120 41,659 46,980

Profit before Tax 3,402 3,654 51,318 58,728 Other Current Assets 374,337 348,315 372,722 392,795

Total Tax 2,564 5,148 13,198 14,706 Current Liabilities 306,861 297,795 303,947 311,885

Profit after Tax 838 (1,494) 38,120 44,022 Other Assets 13,930 15,998 15,998 15,998

Ex-Od items / Min. Int. (8,991) 708 869 1,709 Total Assets 1,124,528 1,243,672 1,143,019 1,149,814

Adj. PAT 13,323 1,296 40,819 45,953

Avg. Shares 0/S (m) 2,065.2 2,065.2 2,065.2 2,065.2

EPS (Rs.) 6.5 0.6 19.8 223

Cash Flow Abstract (Rs m) Quarterly Financials (Rs m)

Y/e March 2015 2016 2017E 2018E Y/e March Q3FY16 Q4FY1l6 Q1FY17 Q2FY17

C/F from Operations 71,431 102,710 115,070 124,945 Net Revenue 81,013 86,675 75,847 90,123

C/F from Investing (37,931)  (32,812) (67,829) (36,342)  EBITDA 6,226 11,664 11,247 11,564

C/F from Financing (24,371) (72,594) (48,703) (83,283) % of revenue 7.7 13.5 14.8 12.8

Inc. / Dec. in Cash 9,129 (2,696) (1,461) 5,320 Depr. & Amortization 3,080 3,412 3,382 3,516

Opening Cash 34,576 44,327 41,631 40,170 Net Interest 5,824 5,747 5,996 5,943

Closing Cash 43,705 41,631 40,170 45,490 Other Income 2,501 2,041 2,262 3,364

FCFF (76,364) (210,788) 156,251 46,297  Profit before Tax 313 4,547 4,131 6,318

FCFE (39,266) (220,325) 158,421 10,844  Total Tax (92) 983 1,189 1,929
Profit after Tax 405 3,563 2,943 4,389
Adj. PAT (229) 3,563 2,943 3,800

Key Financial Metrics Key Operating Metrics

Y/e March 2015 2016 2017E 2018E Y/e March 2015 2016 2017E 2018E

Growth Aluminium (Al) prod (t) 836,000 1,136,000 1,263,240 1,276,000

Revenue (%) 18.9 (4.1) 4.7 5.1 Copper (Cu) prod (t) 386,000 389,000 382,500 400,001

EBITDA (%) 7.9 (2.5) 50.7 3.7 LME-AIl (USD/t) 1,890 1,591 1,650 1,700

PAT (%) (46.5) (90.3) 3,050.5 12.6 LME-Cu (USD/t) 6,568 5,217 5,000 5,300

EPS (%) (46.6) (90.3) 3,050.5 12.6 Source: Company Data, PL Research.

Profitability

EBITDA Margin (%) 8.6 8.7 12.6 12.4

PAT Margin (%) 13 0.1 3.9 4.2

RoCE (%) 33 3.0 6.6 6.8

RoOE (%) 3.4 0.3 10.1 10.4

Balance Sheet

Net Debt : Equity 1.6 1.6 1.5 13

Net Wrkng Cap. (days) 10 11 15

Valuation

PER (x) 26.7 274.7 8.7 7.7

P/B(x) 0.9 0.9 0.8 0.8

EV / EBITDA (x) 11.0 11.3 7.5 7.0

EV / Sales (x) 0.9 1.0 0.9 0.9

Earnings Quality

Eff. Tax Rate 75.4 140.9 25.7 25.0

Other Inc / PBT 48.4 1749 29.3 26.4

Eff. Depr. Rate (%) 4.0 3.6 4.4 4.4

FCFE / PAT ~ (294.7) (17,005.3) 388.1 236

Source: Company Data, PL Research.
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Prabhudas Lilladher Pvt. Ltd.
3rd Floor, Sadhana House, 570, P. B. Marg, Worli, Mumbai-400 018, India
Tel: (91 22) 6632 2222 Fax: (91 22) 6632 2209

Rating Distribution of Research Coverage PL’s Recommendation Nomenclature

70% - 60.7% BUY : Over 15% Outperformance to Sensex over 12-months
. 0
60% - Accumulate ¢ Outperformance to Sensex over 12-months
%
]
% 50% - Reduce :  Underperformance to Sensex over 12-months
S
2 40% 1 Sell : Over 15% underperformance to Sensex over 12-months
o
o ] 25.6%
o 30% Trading Buy : Over 10% absolute upside in 1-month
S 20% - 13.7% _ o
t Trading Sell : Over 10% absolute decline in 1-month
o 10% A
3 ° 0.0% Not Rated (NR) : No specific call on the stock
0%
o T T T T 1
BUY Accumulate Reduce Sell Under Review (UR) :  Rating likely to change shortly
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We/I, Mr. Kamlesh Bagmar (CA), Mr. Ankit Shah (BE, MBA, CFA (US)), Research Analysts, authors and the names subscribed to this report, hereby certify that all of the views expressed in this research report accurately
reflect our views about the subject issuer(s) or securities. We also certify that no part of our compensation was, is, or will be directly or indirectly related to the specific recommendation(s) or view(s) in this report.

Terms & conditions and other disclosures:

Prabhudas Lilladher Pvt. Ltd, Mumbai, India (hereinafter referred to as “PL”) is engaged in the business of Stock Broking, Portfolio Manager, Depository Participant and distribution for third party financial products. PLis a
subsidiary of Prabhudas Lilladher Advisory Services Pvt Ltd. which has its various subsidiaries engaged in business of commodity broking, investment banking, financial services (margin funding) and distribution of third
party financial/other products, details in respect of which are available at www.plindia.com

This document has been prepared by the Research Division of PL and is meant for use by the recipient only as information and is not for circulation. This document is not to be reported or copied or made available to
others without prior permission of PL. It should not be considered or taken as an offer to sell or a solicitation to buy or sell any security.

The information contained in this report has been obtained from sources that are considered to be reliable. However, PL has not independently verified the accuracy or completeness of the same. Neither PL nor any of its
affiliates, its directors or its employees accepts any responsibility of whatsoever nature for the information, statements and opinion given, made available or expressed herein or for any omission therein.
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referred to in this report and they may have used the research material prior to publication.
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PLis in the process of applying for certificate of registration as Research Analyst under Securities and Exchange Board of India (Research Analysts) Regulations, 2014
PL submits that no material disciplinary action has been taken on us by any Regulatory Authority impacting Equity Research Analysis activities.

PL or its research analysts or its associates or his relatives do not have any financial interest in the subject company.

PL or its research analysts or its associates or his relatives do not have actual/beneficial ownership of one per cent or more securities of the subject company at the end of the month immediately preceding the date of
publication of the research report.

PL or its research analysts or its associates or his relatives do not have any material conflict of interest at the time of publication of the research report.
PL or its associates might have received compensation from the subject company in the past twelve months.

PL or its associates might have managed or co-managed public offering of securities for the subject company in the past twelve months or mandated by the subject company for any other assignment in the past twelve
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PL or its associates might have received any compensation for investment banking or merchant banking or brokerage services from the subject company in the past twelve months.
PL or its associates might have received any compensation for products or services other than investment banking or merchant banking or brokerage services from the subject company in the past twelve months
PL or its associates might have received any compensation or other benefits from the subject company or third party in connection with the research report.

PL encourages independence in research report preparation and strives to minimize conflict in preparation of research report. PL or its analysts did not receive any compensation or other benefits from the subject
Company or third party in connection with the preparation of the research report. PL or its Research Analysts do not have any material conflict of interest at the time of publication of this report.

It is confirmed that Mr. Kamlesh Bagmar (CA), Mr. Ankit Shah (BE, MBA, CFA (US)), Research Analysts of this report have not received any compensation from the companies mentioned in the report in the preceding
twelve months

Compensation of our Research Analysts is not based on any specific merchant banking, investment banking or brokerage service transactions.

The Research analysts for this report certifies that all of the views expressed in this report accurately reflect his or her personal views about the subject company or companies and its or their securities, and no part of his
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other potential conflict of interests with respect to any recommendation and other related information and opinions.
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ANALYST CERTIFICATION

The research analysts, with respect to each issuer and its securities covered by them in this research report, certify that: All of the views expressed in this research report accurately reflect his or her or their personal
views about all of the issuers and their securities; and No part of his or her or their compensation was, is or will be directly related to the specific recommendation or views expressed in this research report

Terms & conditions and other disclosures:

This research report is a product of Prabhudas Lilladher Pvt. Ltd., which is the employer of the research analyst(s) who has prepared the research report. The research analyst(s) preparing the research report is/are
resident outside the United States (U.S.) and are not associated persons of any U.S. regulated broker-dealer and therefore the analyst(s) is/are not subject to supervision by a U.S. broker-dealer, and is/are not required to
satisfy the regulatory licensing requirements of FINRA or required to otherwise comply with U.S. rules or regulations regarding, among other things, communications with a subject company, public appearances and
trading securities held by a research analyst account.

This report is intended for distribution by Prabhudas Lilladher Pvt. Ltd. only to "Major Institutional Investors" as defined by Rule 15a-6(b)(4) of the U.S. Securities and Exchange Act, 1934 (the Exchange Act) and
interpretations thereof by U.S. Securities and Exchange Commission (SEC) in reliance on Rule 15a 6(a)(2). If the recipient of this report is not a Major Institutional Investor as specified above, then it should not act upon
this report and return the same to the sender. Further, this report may not be copied, duplicated and/or transmitted onward to any U.S. person, which is not the Major Institutional Investor.

In reliance on the exemption from registration provided by Rule 15a-6 of the Exchange Act and interpretations thereof by the SEC in order to conduct certain business with Major Institutional Investors, Prabhudas
Lilladher Pvt. Ltd. has entered into an agreement with a U.S. registered broker-dealer, Marco Polo Securities Inc. ("Marco Polo").
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